Government 
Publications 


LOCAL GOVERNMENT 


BULLETIN D5 


rAatt 


C4 
"a 


EEELESELSEESESESSESESESELESSTELEESTEESSUELSTOESESESELEELSLOSITEESESESESEESEELEELEESESESEEEELESESELELELEESLSEELEESEESES SELES SRESEESEEESELESEESLSTEE SEE EEEEEEEEEEEEEEEEL 


= PURCHASING IN 
SMALL MUNICIPALITIES 3 


Lili 


re 


ALIA ALEHI LL LLALLLEAGuHL I LSAATALAGGaHLLALGGAA AAGARI DA LGGEAL GERD LL GGAADLEGAA I GGAHLA LEGAL GHG AGAR AAR LAAdA cao Adc ERR ERR 


Ontario Ministry of Intergovernmental Affairs 


Hon. Thomas L. Wells D.W. Stevenson 
Minister Deputy Minister 


Municipal Administration Branch 
Local Government Division June 1979 


To the Municipal Clerk: 


Please circulate this bulletin or make 
copies for distribution to councillors 

or staff of your municipality who may 

be interested in the subject. Additional 
copies are available at fifty cents each 
from the Publications Centre (see page 17). 
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INTRODUCTION 


This bulletin discusses various aspects of the 
purchasing function as it applies to small 
municipalities. Because your municipality has 
always been buying goods and services, the 
subject is not a new one to you. The purpose 
of the bulletin, then, is to encourage you to 
think through and assess what is already being 
practiced and to see if it can be done more 
effectively and efficiently. . 


The bulletin looks at purchasing in terms of 

who is doing it, including how the activity 

can be delegated in a small municipality, and 
what basic procedures should be followed. It 
talks about co-operative purchasing specifically 
because of the potential benefits for a small 
municipality. Finally, the bulletin highlights 
the important question of ethics in purchasing. 


In examining your purchasing function against 
the thoughts in this bulletin, you may find 
certain ideas that you think should be adopted 
or adapted in your municipality. 


THE PURCHASING PROCESS 


Introduction 


Most large and medium-sized municipalities practice 
centralized purchasing and many of them employ a 
full-time professional Purchasing Officer. Some 
medium-sized municipalities practicing centralized 
purchasing are of a size that the purchasing: 
activity does not warrant a separate department. 

In such instances the function is sometimes headed 
by a person with dual responsibilities. An example 
would be a person who is Director of Personnel and 
Purchasing. 


The principle of centralized purchasing holds true 
equally for small municipalities as it does for 
large ones, and the techniques can easily be 
implemented and practiced. The main essence of 
centralized purchasing is that the authority and 
responsibility is vested in one functional area. 
Purchases are made in the interests of the 
municipality as a whole. 


For small municipalities, however, it is more 
practical as well as economical to adopt a semi- 
centralized purchasing system. This means the 
actual buying process is decentralized and carried 
out by the user departments but formal control 
through a purchase-order. system and payment of 
invoices is centralized through the treasurer's 

or clerk-treasurer's office. 


This does not mean that every user department 
should, for example, buy its own pencils -- 

there can be some centralized purchasing. What 

is suggested is that each department should be 

the purchaser of those items that it is knowledge-': 
able about and the main user of. 


For example, the treasurer's or clerk-treasurer's 
office should buy office supplies, stationery and 
paper products for all departments. Public Works 
should buy salt, gravel, asphalt, sign posts, 
sewer pipe, culvert pipe, gasoline and so on. 
Parks and Recreation should buy grass: seed, trees, 
and fertilizer and other goods only used by that 
department. 


Authority and Responsibility 


The objective of the purchaser is to provide the 
highest quality of goods and services at the 
lowest price. Of course, only those goods and 
services for which the cost has been provided 

in the municipal budget can be ordered, unless 
otherwise approved by council. 


It is usual that council establish specific 
financial authorizations or limits that govern 

the method of procurement to be followed. The 
amounts of these limits vary from municipality 

to municipality and generally depend on the wish 

of council and, where there is centralized 
purchasing, the skills and experience of the 
Purchasing Officer. An example of an authorization 
for a small municipality is as follows: 


The purchaser may purchase or contract 
for all goods and servtces requtred by 
the Muntctpality or 

(department name) 
Department of the Munictpaltity upon such 
terms and condtttons as may be deemed 
advtsdple, -supgect to® the fotlowtng: 


(4) On= purecnases=of up-to Si00.00, 
wtthout having to tnvite written 
quotattons. 


(tt) On purchases of $100.00 or more, 
bur nor exceeding $36,000.00, 
after inviting written quotations 
from at least three known supplters. 


(ttt) On’ purchases of: $3,000:00 or. more 
after adverttsting for and obtatning 
sealed tenders.. 


Purchasing Cycle 


The normal purchasing cycle begins with the 
requisition for goods or services and ends with 
payment to the supplying vendor. Between these 
two points certain accepted practices should be 
followed. The following are the basic elements 
involved in the cycle. 


1. Purchase Requisition 


2<  ooliciting = 


seintorma: (iL less than iimit) or 
- written quotations, or 
. tenders 


3. Purchase Order Preparation and Control 
4. Petty Cash Purchases 
5. ‘Receiving-Report Preparation 


6. Suppliers Invoice 


Each element of the cycle will be discussed below 
and, where appropriate, samples of forms are shown 
at the end of the bulletin. 


a 


Purchase Requisition 


This form is required where there is centralized 
purchasing. Its purpose is to inform purchasing 
formally of the need for goods or services. 


In a small municipality where each department 
does the bulk of its own buying, the request 
for goods or services is usually conveyed 
verbally "on the job" to the Department Head, 
(the purchaser) and a formal requisition is 
seldom needed. 


Soliciting 
(a) Informal 


When purchasing items of a small value 
that do not require formal quotations, 
prices can be sought from the most 
convenient source. Although the process 
is conducted informally, the purchaser 
still has the responsibility to seek 

the best possible price. 


(b) Written Quotations 


When written quotations are needed, the 
purchaser contacts the required number 

of suppliers and asks them to submit in 
writing their quotations for the particular 
item being purchased. Their quotations 
should include the price, all terms and 
conditions, delivery date and transportation 
charges. 


The suppliers to be contacted can be 
selected from existing known suppliers, 
trade catalogues, telephone yellow pages 
or even walk-in salesmen. 


(Cc) 


Quotations can be submitted in sealed 
envelopes and opened individually as 
they are received or all at the same 
predetermined time. Either way, some 
purchasers prefer to open quotations 
in the presence of someone else on 
staff; however, this is not usually 
mandatory. 


Under no circumstances should an order 
be split into two or more smaller orders 
to avoid written quotations. To do so 
goes against councils' wishes, inasmuch 
as they set the financial authorizations, 
and raises the question why a purchaser 
is deliberately trying to circumvent the 
formal quotation process. 


The purchaser awards the order to the 
supplier that gave the best overall terms 
(price, all terms and conditions, delivery 
date and transportation charges), consis- 
tent with the required quality. 


Some municipalities have a policy to "buy 
locally" wherever possible. In light of 
The Discrimatory Business Practices Act, 
1978, Statutes of Ontario, Chapter 60, 
this may no longer be an acceptable 
practice. Municipalities should consult 
their solicitors regarding this issue. 


Tenders 


Calling of a tender is mandatory when the 
value of an order for goods or services 
will exceed the quotation limits set by 
councils. : 


Unlike invitations for written quotations, 
a tender has to be advertised at least once 
in a paper, received in sealed envelopes 
within the specified time and opened in 
public at the advertised time. In a small 
municipality, the standing committee 
concerned would in all likelihood be 
responsible for a tender opening, with the 
clerk and department head concerned also 

in attendance. 


More information on tenders is available 
in a booklet published in February, 197¢, 
by the Ministry of Transportation and 
Communications titled "Municipal Tendering 
Procedures". Copies are available to 
_Municipalities at no charge from: 


Municipal Roads Office 

Ministry of Transportation and 
Communications 

West Tower 

1201 Wilson Avenue 

Downsview, Ontario M3M 138 


Purchase-Order Preparation and Control 


The use of a purchase order is the key ingredient 
in purchase control. Every purchase should be 
covered by a purchase order, or a purchase-order 
number, prior to the purchase of any materials, 
supplies, or services. 


The purchase order is a multiple-copy form 

that is used to authorize the vendor to supply 
ordered goods or services. It is usually 

prepared with an original and three copies. 

The original goes to the vendor, one goes to 

the treasurer's department, one is used as a 
receiving copy and one is kept by the originator. 
Although this is the usual procedure, it is 
emphasized that the actual number and distribution 
of copies can vary. | 


Any purchase order should contain the 


- purchase-order number 

- quantity of goods ordered 

- description of goods ordered 

- Shipping instructions 

* * price 

- terms of payment 

- Federal and Provincial Sales 
Tax status 


Purchase orders are usually a "Snap out" form 
and should be pre-numbered to provide a 
reference for maintaining control over the 
issuance of purchase orders and for relating 
the purchase order to the receiving report 
and eventual payment of the invoice. 


The purpose of a purchase-order system is 
to provide a means of establishing responsi- 
bility and authority for every purchase and 
to provide a system for the treasurer to 
determine the accuracy of the invoice in 
every respect. A purchase-order system 
properly used will prevent payments being 
made for undelivered or partially delivered 
goods. It also gives the treasurer and 
department heads a method of being aware of 
a commitment before the fact rather than 
after, when the invoice is received. 


A sample purchase order is shown at the 
end of the bulletin as Appendix 1. 


Petty-Cash Purchases 


It is not unusual for purchases involving a 
small amount of money, say $20 or less, to 
be purchased through petty cash without a 
purchase order. This procedure eliminates 
the writing of numerous orders of small 
purchases made, for example, at the local 
hardware store, and saves time, supplies 
and money. Department heads should, of 
course, Sign and approve such petty-cash 
purchases. 


For practical administrative purposes, a 


treasurer may, subject to a by-law of council, 


establish a petty-cash fund in each department. 
(The Municipal Act, section 220(4).) 


Receiving-Report Preparation 


The receiving form is simply a copy of the 
purchase order, with information added when 
the goods or services are received. (See 
Appendix 2.) The receiver of the goods or 
services checks the item and counts the 
quantity that he has received and completes 
and signs the receiving reports. 


The receiving report is forwarded to the 
treasurer so that the invoice can be processed 
for payment. It is important that this be 
done as promptly as possible since many 
suppliers offer a discount if they are paid 
within a certain time period, usually fifteen 
days. 


Supplier's Invoice 


An invoice is a supplier's itemized account 
of goods or services provided. 


An invoice should be checked upon receipt 
for price, extensions, taxes, matched to 
the receiving report and processed for 
payment. 


To complete the process, the treasurer's 
department should complete the payment 

data (vendor invoice number, date paid, 
cheque number and account code) on his 

copy of the Purchase Order (see Appendix 3). 


CO-OPERATIVE PURCHASING 


Principles 


Co-operative purchasing is a term given to an 
arrangement where two or more local authorities 
agree jointly to invite quotations or tenders for 
selected goods and services. During the past 

ten years co-operative purchasing has become 
accepted and used. more frequently by local 
authorities. It has been used as an effective 
technique to reduce the costs of goods and services 
by dealing in larger volumes; to reduce duplication 
of administrative work in such areas as preparing 
specifications, calling tenders and testing 
products; and to foster intergovernmental 
co-operation. 


As many purchasers know, however, not all 
co-operative purchasSing arrangements produce 
results that are an improvement over what an 
individual authority might achieve. For example, 
a municipality may buy gravel from a small, local 
gravel pit at a lower price than would be achieved 
through a co-operative purchase from a larger 
supplier. When an authority is evaluating the 
relative advantages and disadvantages, it is 
important to assess the total picture of the 
purchase, not just the cost advantages. 


Advantages 


The following are some specific advantages that 
authorities enjoy when participating in a purchasing 
co-operative. 


- lower prices and/or larger discounts can 
be realized through combined requirements 
and larger volumes. 


- authorities learn collectively where to 
buy from and when to buy. As a group 
they gain market knowledge and share the 
benefits. 


. where appropriate and as a group they 
agree on common specifications to ensure 
a high quality at the lowest possible 
price. 


- where appropriate and as a group they 
employ quality-control techniques and 
monitor quality. This process might 
be difficult for some of the smaller 
authorities to do by themselves. 


- administrative work collectively 
amongst authorities participating in 
a co-operative arrangement declines 
because of a reduction in the number 
of tenders to be dealt with. For 
example, instead of a number of small 
tenders being required within an area 
for any one class of product, only one 
is needed. 


Key Elements of System 


A key element in a co-operative purchasing 
programme is the provision that each authority 
review the items to be tendered co-operatively 
and decide to participate only'if it is to that 
authority's advantage to do so. 


Another key element in the process is that no 
one authority has to be or, indeed, should be, 
responsible for all the tendering. All 
participants in the co-operative arrangement 
should take turns. Deciding who amongst the 
purchasers should handle a tender sometimes 
poses difficulties. From a practical point 
of view, it can be advantageous for the 
purchaser who is the largest user of a par- 
ticular product to assume the responsibility 
for the tender process. 


An essential element in the process is that once 

an authority has agreed to join in a particular 
tender call through the purchasing co-operative, 

it must remain committed to that particular tender 
and not back out. This commitment is very important 
to the process. It is important to suppliers 
tendering so that the quantity they are tendering 

on remains firm and it is important to the 
participants of the co-operative purchase to prevent 
another supplier undermining the process by offering 
a special deal to one authority. All participating 
authorities must accept the group's decision. 


Hint 


Implementation 


Co-operative purchasing does not require a 
separate bureaucracy or new facility and there 

are no costs involved that are solely attributable 
to the process. In fact, once the process is 
running smoothly, administration costs decline 

due to less paper work and less duplication of 
activity. 


In local government, many of the commodities 
purchased could, through co-operative purchasing, 
be cheaper if bought in larger quantities. 
Examples include fuel, gasoline, envelopes, forms, 
fine-paper products, salt, pipe and many other 
items. 


In the Peterborough area a formal organization 

was formed called the Peterborough Public Buyers 
Co-operative Association. The basis of its 

success was the adoption by resolution, by all 
interested councils or governing boards, of a 
formal constitution that committed their Purchasing 
Officers to the objectives, principles and active 
participation in the work of the group. 


There are several other examples of co-operative 
purchasing arrangements that are less formal but 
nonetheless effective and being practiced enthusi- 
astically between and among local authorities. 

They include the Municipalities of Sarnia, Burlington, 
Huntsville and the Regional Municipalities of Halton 
and Niagara, as well as a number of boards, 
commissions, universities and colleges. 


The process involved in a co-operative tender is 
basically the same as any other. The tender is 
advertised by one of the authorities participating 
in the co-operative purchase. The tender specifi- 
cations will include the details of the various 
authorities involved in the tender call, their 
location and quantities required. 


Upon a tender being awarded, each participating 
authority places its own purchase order with the 
supplier and pays its own invoice. 


Participation in co-operative purchasing with 
neighbouring authorities can include counties 

or regions, boards and commissions. There is 

no loss of purchasing autonomy to anyone. They 
are merely purchasing together on any given item 
just as two neighbours on a street might. 
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ETHICS AND INTEGRITY 


Ethics and Integrity. 


These are two words that describe the code by 
which a buyer of goods and services on behalf 
of a municipality must operate. Ethics is the 
one problem area that can receive widespread 
publicity when it appears to be violated. 


One important difference between public and 
private purchasing is the lack of secrecy in 
public purchasing. Specifications, bids, 
purchase orders and other purchasing documents 
are matters of public record for all interested 
persons to see. On the other hand, if private- 
sector management chooses not to divulge who 
gets what orders and at what price, it does 

not have to. 


Whether the buying operation is that of a large 
municipality or for a small rural village there 
is a common element present - PUBLIC FUNDS ARE 


BEING SPENT. 


It is not enough that a purchaser operate within 
the legal requirements of his job; it must be 
obvious to the public at large and suppliers that 
he is acting honestly, fairly and impartially. 
There must be no hint of conflict of interest in 
his dealings. 


In practical terms in public-sector purchasing, 
the following are some of the pitfalls that must 
be avoided. 


- Suppliers' prices for goods and 
services must not. be "peddled". 
Prices may be divulged after the 
awarding of an order but not 
beforehand. 


- If suppliers offer gifts, they must 
not be accepted. This includes such 
offerings as a "bottle" at Christmas 
or the free use. of a cottage or lavish 
entertainment. 


Ls 


- As far as practical, business should 
be avoided with someone who is a 
relative. Sometimes this is almost 
unavoidable, particularly in smaller 
municipalities where there are limited 
sources. If, under those circumstances, 
the purchaser buys goods or services 
from someone who is a relative, then 
it is important that the purchaser 
disclose the conflict of interest to 
council. If a councillor or a relative 
of a councillor has an interest in the 
ownership of the business supplying the 
goods or services then the councillor 
has to disclose the conflict of 
interest.1l 


. Having lunches bought for purchasers 
by suppliers iswma.difficult area. If 
such luncheons are for the purpose of 
discussing business generally, then 
it may be condoned particularly if the 
municipality takes its turn in paying 
Chesed 


- If municipalities allow their purchaser (s) 
to accept nominal gifts, the guideline 
should be that they are products that can 
be used in connection with an employee's 
job and given for product testing or 
advertising purposes. Examples might be 
pens, calendars, appointment books. 


To summarize, a person buying goods and services 
must maintain a position of being able to be 
impartial when conducting business with suppliers, 
and not be placed in a position of owing someone 

a favour. Only by conducting himself in an ethical 
manner can a purchaser get ultimate value for each 
dollar of expenditure. 


see Bulletin #2 in this series: Conflict of Interest in 
Municipal Government 
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a APPENDIX 1 


PeUsie Grete hess ie O.R D.E R 
P.O. “#- A= 0100 


’ 


The Municipality of 


(Address) 7 


Supplier | | Ship to 
(Department) 


a CRC ese hie) ne, 


Address 


Date of Order Date Required 


Terms Federal Sales Tax Provincial Sales Tax 


Quantity Description Unit Price Total 


INVOICES, IN DUPLICATE, MUST BE MAILED TO THE TREASURER 


Municipality of 
Department 


Authorized Signature 


ORIGINAL (to supplier) 


| ' TREASURER'S COPY I 


APPENDIX 2 


Beupn CH Aw Si BE} -2 Ol RFD E R 
P.O. #_A 0100 0s 


\ 


The Municipality of 


(Address) 

Supplier } | , Ship to 
" ear 7 (Department) 
Address 

(Address) 
Date of Order Date Required 
Terms _ Federal Sales Tax Provincial Sales Tax 

Quantity ‘Description 


Indicate items received by V: not received by 0| 


Municipality.of 
Packing Slip 
Received Partial Complete No. 


Remarks on condition 


Department 


\ 


ume ining at ci, SEAS IALE TES Eh ESGUSS FOR ee ee Authorized Signature 
oods checked, counted and inspected. 


Recelver S:S1gnature oo) ee ee ee RECEIVING COPY 


VvallVyLe 
——_— 


APPENDIX 3 


PO UPR Gen. BoM” 


Wek DD) BOR 
P.O. # A 0100 


The Municipality o 


A 


Lerner 


-. ~ (Address) 


Supplier | Ship to 


Department) 
Address 


(Address) 
Date of Order Date Required 
Terms Federal Sales Tax _ Provincial Sales Tax 
Quantity Description Unit Price Total 


INVOICES, IN DUPLICATE, MUST BE MAILED TO THE TREASURER. 


Municipality of 
Vendor Invoice No. | A iy | ae oe ee 


Date Paid . Department 


Cheque No. 


Authorized Signature 


TREASURER'S COPY 
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This bulletin was prepared in the: 
Municipal Administration Branch 
Ministry of Intergovernmental Affairs 
56 Wellesley Street West 


Toronto, Ontario 
M7A 1Y7 Tel. 416-965-3514 


Previous bulletins issued in this series: 


it Highlights of The Municipal 13 Labour Relations -- Components 


Elections Act, 1977 of a Collective Agreement 
2 Conflict of Interest in 14 The Head of Council 


Municipal Government 
15 An Act to Amend The Municipal 


3. Amendments to The Municipal Act (Bill 80) Remuneration 
Elections Act, 1977 and Expenses 
4 Council Agenda and Minutes -- 16 Municipal Staff Reports 


Committee Agenda and Reports 
17 Council Committees 
5 An Alphabetical Filing System 


Suitable for a Small Municipality 18 Liability Protection 
6 Bargaining Information 19 Summary of 1978 Legislation 
Respecting Remuneration and 
7 Drafting Municipal By-laws Expenses 
8 Municipal Insurance 20 Microrecording 
=) The Municipality and the Law 21 Holidays and Time Calculations 
10 Labour Relations -- The Organizing 22 Minicomputers 
Process 


23 Training Opportunities for 
11 Procedure By-law’ Staff in Small Municipalities 
(being printed) 
12 Dismissal 
24 Animal Control (being printed) 


Copies of all the bulletins in this series are available at $0.50 each, 
prepaid, from: . 


Publications Centre 

880 Bay Street, 5th Floor 

Toronto, Ontario 

M7A 1N8 
(Please make cheques payable to the Treasurer of Ontario.) 
A series of Financial Procedures Bulletins is being issued by the Municipal 
Budgets and Accounts Branch. Copies are available at $1.00 each from the 
Publications Centre. Titles now available are: 
F.1 Cash Management in Municipalities 


Poa Bank Reconciliation Procedure for Municipalities 


rR. 3 Municipal Investments 


Prices subject to change without notice. 
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For additional information on this subject, get in touch 
with any of the field officers of the Local Government 
Division. They are located at these addresses: 


BRANTFORD ORILLIA 

172 Dalhousie St. 15B Matchedash St. N. 
Brantford, Ontario Orill iar Ontario 

N3T 237 ci L3V' 474 

(519) 756-0360 (705) 325-6144 

GUELPH OSHAWA 

30 Edinburgh Road N. 74s Simcoe St. S. 
Guelph, Ontario P.O. Box '2216 

NLA 7 ot Oshawa, Ontario 

(5.09 }) B83 6-259 L 0° LILH=7V5 


(4l6)0571=1575 


KINGSTON 

OTTAWA 
1055 Princess St. 
Kingston, Ontario 244 Rideau St. 
bat fd 2 Pho ie | Ottawa, Ontario 
(613) 546-5565 KRIUN GS Yo 


(613) 232-9446 


LONDON 

SUDBURY 
495 Richmond St. 
London, Ontario 1349 LaSalle Blvd. 
N6A 5A9 Sudbury, Ontario 
(519) 438-7255 P3A 122 


(705) 566-0901 


NORTH BAY 
THUNDER BAY 
347 Sherbrooke St. 


North Bay, Ontario 435 James. St... 8S. 

PLB 2c. Pe 0. eB Ox 750 6:0 

(705) 476-4300 Thunder Bay, Ontario. 
P7C 5G6 


(80:7) A735 =26:2-1 


